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KEY ECONOMIC INDICATORS 


All values in million US $ Exchange rate as of December 1973, 
unless otherwise stated, US $1.00 = LS 0,346 
LS 1 = U.S, $2.87 
A B Cc D 
1970 1971 1972 % of 
M Change 
1972/1971 


INCOME , PRODUCTION, EMPLOYMENT 
GDP at Factor Cost Current Prices($ billions) (a) 1,48 1652 1,570 
Per Capita, GDP Current Prices(a) 95.7 97.3 97.9 
Indices: (1963=100) 

Agricultural Production(a) 98 .6 

Industrial Production(a) 244 .0 

(manufacturing and handicraft) 

Registered Unemployment NA 85,000 


MONEY AND PRICES 
Money Supply 373.0 395.0 474.7 +20 .2 
Currency in Circulation 196.6 205.5 223.6 +8 .8 
Public Debt Outstanding 2716S 337.8 415.0 +22 .8 
External Debt(c) 265.5 256.8 294.5 +14 .7 
Interest Rate 6.5 bao ‘Seo No Change 
Indices: 
Retail Sales Prices (1970=100) 100 108 118 +9 .2 
Wholesale Prices (1965=100) 121.3 117 .64127.7 +8 .6 


BALANCE OF PAYMENTS & TRADE 
Gold and Foreign Exchange Reserves 21.8 27.8 35,5 +27./7 
Balance of Payments (Surplus + Deficit -) -33,9 -57.7 -27.5 +522 
Balance of Trade -8.0 “10.7 42.7 +125,0 
Exports, FO3 292.2 31769 357.0 +12 .3 
To US 10,3 12.3 10.0e -18.7 
Imports CIF 300.2 328.6 353.3 +7.5 
From US 7el 8.1 14,3e +76,.5 


Main Imports from USA: (1972) Wheat $7.7, Agricultural and other Machinery $1.5, 
Insecticides $1.2, Medical and Pharmaceutical Products $0.9, Transport Equipment $0.5. 


Main Exports to USA: (1972) Gum Arabic $7.6, Cotton $1.7, Hides and Skins $0.5 


a = Fiscal Year ending June for three years indicated, Other figures are 
calendar year, 
Estimate 
Not including $45 million SDR holdings 
Government fixed wholesale prices bore little relation to actual prices 
in the market place, 
US Government figures show Exports to the US at $12.2 million and imports 
from the US at $18,2 million 


SOURCES: Department of Statistics, Ministry of Planning; Bank of Sudan and U.S, 
Embassy estimates and projections, 





SUMMARY 


The Sudanese Government continues to follow a pragmatic, non-ideological 
economic development policy, Still working from the foundation of basic 
agricultural commodity production, the Government has been able to improve 
its balance of payments picture, but still faces a serious foreign exchange 
shortage. It has been relatively successful, however, in obtaining outside 
foreign assistance and has taken notable steps to revitalize the private 
sector and encourage both foreign and domestic private investment. The 
Government itself is active in public sector development--both infrastructure 
and agriculture related industrial production, Unfortunately, fiscal un- 
certainties continue seriously to hamper the development effort. However, 
having successfully weathered some political storms during the past year 
and with some key projects now underway, the Government is perhaps in a 
better position to face its economic hurdles, 


The welcome mat is out for US trade and investment. Firms prepared to 
give the Sudanese market the personal attention required and backed by 
credit facilities will find good opportunities for trade--opportunities 
furthered by the Government's desire, for political reasons, to get projects 
moving now. On the investment side, while problems clearly exist, the 
Sudan offers some unique advantages and its new liberal investment law is 
being given practical implementation. Moreover, the country's recent 
unhappy experience with nationalization offers an added degree of security. 
Thus US firms whose interests coincide with the Sudan's needs may find the 
benefits of early entry particularly attractive. The experience of the 
past year has shown that a number of prominent US firms,in the areas of 
both trade and investment, have concurred in this assessment, 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Sudanese economy during 1972 has continued to be based on the Government 
of the Sudan's largely pragmatic and non-ideological economic development 
policy. Both at home and in its external relations, the Government is 
making efforts to meet some of the persistent problems which have plagued 
the economy in recent years. In doing so, it is willing to assume consider- 
able short term financial risks in the quest for longer-range goals, 


Agriculture the Base - Cotton Still King 


The Sudan's economy continues to center on agricultural production with 
cotton (53% of exports) dominating the sector. However, 1972/73 saw a 
break in the pattern of excellent cotton crops of the past few years with 
production estimated to be down 18% from the previous year, But in terms 
of revenue, high market prices for long staple varieties made up for the 
effects of crop reduction. Export receipts remained roughly the same as 
in 1972 (and there are estimates that revenues might in fact have been 
$27-32 million higher if the bullish nature of international demand had 
been fully exploited). Equally important, sales to hard currency markets 
again increased--accounting for just over 50% of the total. With prelin- 
inary indications of a good crop in 1973/74, with prices and hence marketing 
expectations high, the coming year could be an excellent one for Sudanese 
cotton, 


Other agricultural products also enjoyed a good year. While production 
levels were uneven, higher world prices and an improved competitive posi- 
tions as the result of the de facto devaluation of 1972 brought a 33% 
increase in non-cotton export revenues. Sesame, groundnuts, hides and 


skins--the main exports after cotton and the other standby, gum arabic-- 
went up 47%. 


Balance of Payments Improved - Foreign Reserves Remain Tight 


Benefiting from these increased export receipts as well as from a successful 
Government effort to reduce imports, the Sudan's balance of payments picture 
has shown a remarkable improvement with a near balance estimated for FY 73. 
However, the swing in the balance of payments includes factors--such as im- 
provements in the bilateral trade accounts--which are not reflected in in- 
creased hard currency receipts. As a result, the country's foreign exchange 
position remains precarious, Specifically, the upward trend in foreign 
reserves is misleading in that it fails to distinguish between "free" foreign 
exchange holdings and those such as the $20 million Kuwaiti currency cover 
which are in effect frozen, When only "free" holdings are considered, reserves 
continue to hover at $0-$15 million, i.e, roughly 15 days" imports, Thus 





some firms continue to experience difficulty in swift settlement of foreign 
exchange accounts as the Government seeks to manage its foreign exchange 
cash flow problem, 


Foreign Aid - Response Good From Variety of Sources 


Lacking sufficient capital, the Sudan has actively and successfully sought 
outside assistance in the effort to develop the country. The People's 
Republic of China continues to have the single largest bilateral program, 

but Great Britian has joined West Germany as a substantial donor with the 
United States also beginning a modest program which saw US commitments 
totalling over $13 million in FY 73. Arab financial sources likewise appear 
to be taking a greater interest in the Sudan's needs. Equally important, 

the World Bank continues to play a major role by finalizing its $44 million 
loan for the Rahad Irrigation project (with the US and Kuwait also partici- 
pating) and with commitments made for a second education loan, assistance 

to the South, capital equipment and operational support for Sudan's single 
railroad and credit for airport improvement, Likewise, the Government has 
entered a second Standby Agreement with the International Monetary Fund which 
not only provides foreign exchange assistance in terms of SDR allocations, 
but also involves a continuing commitment by the Government to put its 
financial house in order. In practice, performance under the Standbys has 
been uneven with the 1972/73 agreement being temporarily interrupted. How- 
ever, in addition to achieving one standby goal--improved balance of payments-- 
the Government has followed the Fund's council in taking some politically 
difficult decisions such as raising prices on key commodities in an effort 


to increase revenues which can subsequently be directed to the development 
effort. 


Private Sector Activities Encouraged 


Building from the base of the generally progressive 1972 Investment Law, 
the Nimeiri Government both through public utterances and concrete actions 
has continued its effort to improve the investment climate and to foster 
private sector confidence both domestic and foreign. Almost all of the 
Sudanese firms taken over in 1970 have been deconfiscated and compensation 
for the foreign assets nationalized at that time is now being paid. Even 
in sometimes sensitive areas, such as exploitation of the Sudan's natural 
resources, private sector foreign investment has not only been welcomed, 
but avidly sought. Concrete responses to this policy are still few, but 
confidence appears to be up and most investors accept the genuineness of 
the Government's new direction. 


Government Efforts - Both Projects and Infrastructure 


The Government for its part is also actively involved in promoting public 
sector activity. In general, this effort is focused in two directions, 





first, on improving the country's infrastructure, particularly the transportation 
system which is currently the main development bottleneck, and, second, on an 
industrial expansion related to agriculture--fields such as fertilizer production 
and textile and sugar processing. 


Availability of financing remains a major restraining factor as even in those 
cases where the foreign exchange element is met through external assistance, 
the local currency component places a major strain on Sudanese resources. 
Even with some projects now nevertheless moving ahead, their impact must 
await completion--still in most cases from one to five years away. 


Fiscal Situation - Still Uncertain 


The Sudan's greatest immediate challenge still lies in the area of fiscal 
imbalance affecting not only the development effort but even current operations, 
Despite the price increases on government controlled commodities and other new 
revenue measures, a deficit is again projected in the FY 74 operating budget. 
Not only internal decisions but also external factors such as the spiraling 
global prices of wheat and petroleum make for a prospect of an even larger 
deficit. As a result public sector borrowing has moved sharply upward. The 
money supply is likewise increasing at an exceptional rate, with the figure 
for FY 73 being estimated at close to 29%. Moreover these inflationary 
pressures are not being reflected in increased development expenditures. 
Rather, with operating expenditures consuming most of these funds, public 
sector development outlays remain stagnant in the vicinity of $81 million, 
this compared to a level of $125 million required from this sector if even 

a modest growth rate of 4% per year is to be achieved. (A like sum of $125 
million per annum is required in private sector investment. The achievement 
of this goal still suffers from the legacy of Government takeovers in 1970.) 
Finally with the extremely tight foreign exchange position increasing the 
pressure to seek external development credits regardless of cost, the Sudan's 
debt service burden is approaching 20% of export earnings. Current projections 
are for a substantial downturn in the burden of repayments after 1975, but the 
likelihood of further borrowing makes this a most umertain forecast, 


Where To? Long Term Potential, Short Term Risks 


In the long run, Sudan has a potentially favorable position as a supplier 

of basic food commodities, In the short run, however, the problems are mani- 
fold and involve difficult trade-offs in economic and political terms. Increased 
capital and expenditures are accompanied by unacceptable rates of inflation, 
shortages in consumer goods, and an increased debt burden. Moreover, other 
factors are often working against finding solutions, not only internally where 
political considerations often clash with and contribute to already serious 
economic problems, but also externally where international conditions are 
anything but stable and bring unforeseen pressures to bear on the Sudan. 





Nevertheless the Sudanese Government successfully weathered some rocky 
political moments during the past year with its short term position as 
result, if anything, stronger. It is therefore perhaps in a better position 
to face the economic hurdles. Moreover with constructive efforts underway 
in such key areas as the road from Khartoum to Port Sudan, improvement of 
the railroad and agricultural expansion in the form of the Rahad scheme, 
there is a promise of improvement in the future, 


IMPLICATIONS FOR THE UNITED STATES 


The climate for United States trade and investment in the Sudan is favorable. 
The Sudanese Government clearly recognizes the need for foreign capital and 
technology and indeed this was a major ingredient in its decision in July 
1972 to resume diplomatic relations with the United States. The previous 
period of self-imposed denial and the resulting pent up attraction for US 
capital, technology and products has moreover put US firms, at least in the 
short run, in a very favorable position. 


Personal Attention and Credit Still the Keys 


Starting with this positive foundation, US firms have made substantial 
progress in penetrating Sudanese markets with a trend of rising US exports 

to the Sudan continuing as sales reached $24 million for the first three 
quarter of 1973, Successful exporters have generally been prepared to give 
the Sudanese market--be it private or public sector--close personal attention. 
In this way, not only have they matched the efforts of the Sudan's more 
traditional suppliers from Western Europe, but they have shown a willingness 
to work with the country as it explores unfamiliar territory in its develop- 
ment effort. The result can be a sale without need for competitive tenders 
and with usual bureaucratic problems much reduced, 


Equally important, however, is the ability to offer some form of credit 
facilities. The Export-Import Bank is again extending facilities to the 
Sudan and US private banks are also expressing considerable interest. Thus 
US firms have found credit facilities somewhat easier to obtain. Until such 
time as the Sudan's fiscal situation improves, however, credit will remain 
tight and export oriented projects will probably find greater favor with 
prospective financiers, 


Public Sector Still Primary Customer 


Although private sector activity is increasing--the textile industry being 
a notable example--the Government and its semiautonomous agencies remain both 
the main customer for US exports as well as a potential partner in joint ventures. 





This poses no particular difficulties, however, in that many of the Government 
concerns operate in a fashion indistinguishable from their private sector 
colleagues. Moreover, when dealing with the bureaucracy itself, the political 
motivation to get things moving--to implement any project on the priority 

list as conditions permit--presents US firms, whose interests mesh sufficiently 
with those of the Government, with unique opportunities for rapid market 
penetration, 


Investment - Liberal Law Applied in Practice 


The provisions of the Sudan's liberal 1972 Investment Law favor the investor, 
They are generally cast in terms of incentives rather than restrictions. 
Examples include accelerated depreciation, five year tax reductions, protective 
tariffs, customs exemptions, facilitated land acquisition, favorable electrical 
and freight rates and full remittance of profits and capital. Moreover to date 
the Government seems intent on giving practical application to the Law, US 
firms submitting investment proposals have found that, while the bureaucratic 
response is sometimes slow, in the end approved projects receive almost all 

the requested concessions, 


Security of Investment - Better Than Many 


Not only does the new Investment Law provide explicitly for rapid compensation 
in case of nationalization, but the experience of the past serves as a degree 

of insurance for the future, The Sudan is unusual among developing countries 

in having first committed itself strongly to nationalization of private invest-~ 
ment (foreign and domestic) and then having sharply reversed itself once this 
experiment proved disasterous in practice, Thus while the period of nationali- 
zation can be considered a negative factor in evaluating the current investment 
climate, in many respects the lessons learned and the current pragmatic approach 
may also be viewed as a positive element. 


Some Unique Advantages - Also Some Problems 


Among the relatively unique advantages for the prospective investor in the 
Sudan are: (a) a surplus of land available within easy commuting distance of 
the major urban center of Khartoum; (b) wide use of English as a commercial 
language; (c) a work force which although often illiterate, is generally well 
motivated and loyal, and (d) flexibility concerning local equity participation. 
The Government is also prepared to accept capital intensive and advanced tech- 
nology investment since labor, although not critically short, is also neither 
freely abundant. Balanced against these advantages one must consider some of 
fiscal problems facing the government--particularly the shortage of foreign 
exchange and domestic inflation--and the major transportation bottleneck which 
even current efforts are unlikely to ease at least for several years. 





Areas of Particular Promise 


The following products or fields seem particularly promising for US trade 
and/or investment: 


Agricultural Equipment, particularly Transportation Equipment, vehicles, 

land preparation and harvesting railroad locomotives and wagons, 
various river craft 

Agricultural Production and Processing, 

both equipment sales and investment Aircraft, particularly light air- 
craft for agricultural pest control; 

Livestock Development, cattle and also possibly commercial aircraft 

sheep--ranching and processing suitable for internal flights 


Earthmoving and other Construction Communications Equipment 
Equipment 
Pharmaceuticals 
Textile Manufacturing, primarily 
equipment but investment possible Insecticides 


Sugar Production, both mill and Consulting Services, but only when 
plantation equipment financed by World Bank or bilateral 
sources 


Construction Contractors, on World 
Bank and even some bilateral projects 


Specific US firms have shown that these opportunities can be exploited. Among 
those who have recently initiated or expanded their sales or investment contacts 
with the Sudan are: Union Carbide (battery plant), Sterling Drug International 
(pharmaceutical production), Boeing Aircraft (707 aircraft sales), Northrop Page 
Communications (construction of an earth satellite station), AMATEX (sale of 
turnkey cotton spinning mill), FomwlMotors (truck sales) and Louis Berger (con- 
sulting contracts both with World Bank and USAID). 


In sum, the Sudan is a growing market and one with considerable future potential. 
Real problems exist, but for American firms whose interests coincide with the 
needs of the Sudan, early entry--be it in the form of trade or investment--pro- 
mises the best opportunities for tapping and contributing to this potential, 
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